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According to reports released by the Chilean government and multilateral institutions, Chile's GDP
growth surged by 8.2% during 1995, thanks to a high rate of domestic savings and an expansion
of the trade surplus. In addition to strong growth in the GDP, Chile reported slight declines in
unemployment and the annual inflation rate and increases in consumer spending during 1995. Last
year's GDP growth of 8.2%, which Finance Minister Eduardo Aninat described as "extraordinary,"
was two percentage points higher than the original government forecast, putting expected GDP
growth at about 6%. And economists said Chile's economic growth was even more remarkable in
light of the sluggish performance of other Latin American countries. According to a recent report
from the UN's Economic Commission on Latin America and the Caribbean (ECLAC), which ranked
Chile as the top economy in Latin America, the value of Chile's GDP increased by US$62 billion last
year.
The government expects the growth rate to slow somewhat during 1996. According to Aninat,
Chile's GDP growth is only expected to reach 6.5% this year. Private economists, however, have
forecast an increase as high as 8% in Chile's GDP during 1996. In contrast to the strong economic
growth in Chile last year, the average regional growth rate for Latin American countries slowed
to only 0.6%, according to a recent ECLAC report. The generally weak growth in Latin America
was attributed, in large part, to the economic crisis in Mexico that followed the devaluation of the
Mexican peso in late 1994. The crisis had a negative impact on most countries in Latin America,
particularly Argentina and Uruguay (see NotiSur, 01/18/96).
A major factor behind last year's economic crisis in Latin America was the heavy reliance by
countries such as Argentina, Mexico, and Brazil on government bonds and other short-term
financial instruments. The devaluation of the peso caused many foreign investors to withdraw their
capital from Latin American financial markets. According to ECLAC, the flight of capital was not a
significant problem for Chile, which has relied on funds from savings accounts and other domestic
investments to fuel the economy. Indeed, statistics from the Finance Ministry showed domestic
savings in Chile last year at the extremely high ratio of 27% of the country's GDP. The Finance
Ministry said Chile's growth in 1995 was also spurred by a trade surplus of US$1.385 billion, which
widened by 90% compared with the surplus reported for 1994. Last year's surplus was based on
exports of US$16.039 billion and imports of US$14.653 billion. Notwithstanding the steady increase
in exports, the statistics showed no evidence that Chile has solved a fundamental problem: an
overreliance on the export of primary products, especially copper.
However, according to Jean- Jacques Duhart, director of the export promotion organization
ProChile, last year Chile benefitted, since two-thirds of its exports were affected by an increase
in the global price of raw materials. Statistics released by Chile's Mining Society late last year
confirmed that Chile's copper exports in 1995 increased by almost 12% from the previous year. The
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same report said mining products including copper, gold, and silver accounted for 48% of Chile's
total exports last year. But ProChile's Duhart said Chile has begun to diversify its exports, reducing
reliance on overseas sales of copper and increasing emphasis on overseas sales of agricultural,
manufacturing, and fisheries products. He projected exports of copper would only increase by 7%
in 1996, while exports in other sectors would grow by 19.5% during the year. Among other positive
economic indicators reported by the Finance Ministry was a strong domestic demand for goods and
services, which increased last year by 13% compared with 1994.
The increased domestic spending helped support growth in the retail and manufacturing sectors.
This surge in consumer demand, however, was considered a mixed blessing. There were concerns
that the benefits might be partially offset by an increase in inflation this year compared with last
year's rate of 8.2%. While last year's rate was down only slightly from 8.9% in 1994, it was still the
lowest rate in 35 years. To slow the growth of inflation this year, Chile's Central Bank decided to
increase key interest rates. For example, by October of last year the bank had already boosted
interest rates for eight-year financial instruments to 6.5%, compared with 5.7% in July. In midFebruary of this year, the rate remained at 6.7%.
According to Central Bank sources, the institution intends to keep the rate high to keep a rein on
inflation. The bank appeared to have some early success in its anti- inflation fight. For January, the
consumer price index was quoted at 0.3%, compared with 0.6% in January of last year. According
to some projections, if current trends continue, the accumulated inflation rate will reach only 1.2%
to 1.3% in the first quarter of the year, and 6.5% to 7% for the full year. However, economists point
to other factors that could undermine this inflation forecast, especially an ongoing drought in the
agricultural areas of southern Chile.
According to the national agricultural society (Sociedad Nacional de Agricultura), a lack of rain
since late 1995 has already caused losses of close to US$100 million for the region's producers of
wheat, beef cattle, and dairy cattle. These losses could translate into higher food prices, which could
boost the inflation rate above the government's forecast of 6.5% to 7%. In addition to concerns
about inflation, the increase in consumer spending has caused other worries in Chile. Economists
acknowledge that consumer spending may have been stimulated partially by a 14% rise in average
earnings. On the other hand, they suggest the greatest factor in the surge in domestic spending was
an increase in private borrowing. Indeed, according to some estimates, consumer debt in JanuaryNovember including bank loans and credit-card debt reached US$3.1 billion, an increase of 30%
compared with the same period in 1994.
Some business organizations were already sounding warnings about consumer debt as early as
June of last year. A report released by the National Chamber of Commerce at that time showed
accumulated credit-card debt jumped by an astonishing 43% in the 12 months from May 1994 to
April 1995 (see NotiSur, 09/21/95). According to Finance Minister Aninat, the recent increase in
interest rates is intended partially to discourage consumer borrowing. "When people realize how
much they are spending on interest payments, they will start to behave in a more sensible manner,"
Aninat told reporters. Statistics are not yet available that would indicate whether interest rates
have discouraged borrowing. However, Chile's main banking organization (Superintendencia
de Bancos e Institutuciones Financieras) reported consumer spending increased by 30% during
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January, continuing the trend evident last year. The increase suggests that Chileans are continuing
to borrow heavily to finance purchases of consumer goods and services. Along with last year's
economic growth, Chile reported a decline in the unemployment rate to 6% of the economically
active population (EAP), compared with 7% in 1994.
According to a report from the government's national statistics institute (Instituto Nacional de
Estadisticas, INE), the unemployment rate for the year is expected to remain at about 5%. During
January, unemployment was reported at 4.7% of the EAP. Many new jobs were created last year in
the areas of communications, transportation, and mining, while the number of positions in retailing,
agriculture, and manufacturing declined.
Despite a reduction in the unemployment rate, however, Chile continues to have a relatively large
population whose income is below the poverty level. In a report released in February, Planning
Minister Luis Maira estimated the number of poor in Chile at 3.4 million, or roughly 24% of Chile's
total population. Maira noted that the percentage of poor in Chile has declined significantly from
the official rate of 40% registered in 1990, but is still short of the government's goals.
Maira said the government plans to spend about US$26 million this year on anti-poverty programs.
Aninat earlier told reporters that President Eduardo Frei has set a goal to reduce the poverty
rate in Chile to 20% of the country's population by the year 2000. "The government will continue
efforts to bring more equity to our society," Aninat said in an interview in late December. [Sources:
International Market Insights (US Department of Commerce), 12/13/95; Agence France-Presse,
12/29/95, 01/11/96, 01/30/96, 02/05/96, 02/07/96; Bloomberg News Service, 01/31/96; Inter Press
Service, 01/31/96, 02/01/96; United Press International, 12/26/95, 02/01/96; Excelsior (Mexico),
02/01/96; Reuter, 02/05/96; Estrategia (Chile), 12/29/95, 01/15/96, 01/24/96, 02/01/96, 02/12/96,
02/16/96, 02/19/96, 02/20/96, 02/26/96, 02/27/96, 03/01/96]
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